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SUBJECT: Enpl oyer and Enpl oyee Public Transit Passes Credits/San D ego County

SUMVARY OF BILL

Under the Personal Incone Tax Law (PITL) and Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit equal to 40% of the cost paid or incurred
by an enpl oyer for providing enpl oyee subsidized public transit passes for
transportation in San Diego County.

Under the PITL, this bill also would allow a credit to an enpl oyee of either 40%
or 20% of the cost paid or incurred for subsidized public transit passes, as
defined under the enployer credit described above, depending on the nunber of
days the enpl oyee uses mass transit in San Di ego County (80 days to qualify for
the 40% credit or 40 days to qualify for the 20%credit).

This bill would al so make changes under uncodified |law. These changes do not
affect the departnment and are not discussed in this analysis.

SUMVARY OF AMENDMENT

The April 10, 2000, anendnents added “ Coronado” to the B&CTL enpl oyer credit
definition of “high density enpl oynent area.”

The April 5, 2000, amendnents added “Coronado” to the PITL enpl oyer credit
definition of “high density enploynent area.” The anendnents al so corrected a
typographical error in the PITL provisions. Oher mnor changes were made that
do not inpact the departnment or its prograns or operations.

The March 28, 2000, anendments added PITL and B&CTL provisions regarding the tax
credit.

This is the departnent’s first analysis of this bill

EFFECTI VE DATE

As a tax levy, this bill would becone effective i nmedi ately upon enact nent and,
except as noted in “technical considerations” bel ow, would apply to taxable and
i ncone years beginning on or after January 1, 2001, and before January 1, 2006.

LEG SLATI VE H STORY

SB 1427 (2000) would allow a credit equal to 40% of the cost paid or incurred by
an enpl oyer for providing subsidized public transit passes to an enpl oyee.
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AB 171 (1997) woul d have provided a tax credit for an enployer who subsidized its
enpl oyees’ public transit passes or subsidized nonthly vanpool fare. AB 1702
(1998) woul d have provided a tax credit for enpl oyer provided subsidized public
transit passes. Both bills failed passage in the Legislature.

PROGRAM HI STORY/ BACKGROUND

Prior state |law all owed enployers a ridesharing tax credit with two conponents.
Enpl oyers were allowed a tax credit equal to 10%to 40% of the cost of providing
subsi di zed public transit passes to enpl oyees, dependi ng upon whet her the

enpl oyer offered free or subsidized parking. The second conponent was a tax
credit for the purchase or |ease of specified shuttle or commuter vehicles as
part of an enpl oyer-sponsored ridesharing incentive program The credit was 20%
for an employer with 200 or nore enpl oyees and 30% for an enployer with fewer

t han 200 enpl oyees.

Prior state law also provided a transit-related tax credit to enpl oyees equal to
40% of the subscription costs paid or incurred for participation in a non-
enpl oyer - sponsored vanpool program

The above credits were allowed for taxable or income years begi nning on or after
January 1, 1989, and before January 1, 1996.

SPECI FI C FI NDI NGS

Exi sting federal and state |l aw all ows taxpayers to deduct ordinary and necessary
busi ness expenses, which generally would include conpensation of enpl oyees
provided in the formof transit passes or other commuter benefits.

Exi sting federal |aw all ows enpl oyees certain exclusions fromgross incone for

t he val ue of enpl oyer-provided commuter transportation, transit passes, or
qual i fi ed parking. Enployees generally cannot deduct their regular costs of
commuting to and fromtheir place of business under either federal or state |aw

Exi sting state | aw all ows an enpl oyee to exclude fromgross income the anpunt of
conmpensation or the fair market value of any benefit (except salary or wages)
received froman enployer for participation in any ridesharing programin
California, including the value of a nonthly transit pass for use by the enpl oyee
or his or her dependents.

This bill would allow a credit equal to 40% of the cost paid or incurred by an
enpl oyer (other than a governnental agency) for providing subsidized public
transit passes to an enployee. The bill would define “transit pass” as any pass,

etc., that entitles a person to transportation on a public mass transit vehicle,
but only if the vehicle is in a redevel opnent area or high density enpl oynent
area (as those two terns are defined) |ocated in San Diego County. The credit
woul d be in lieu of any deduction to which the taxpayer woul d ot herw se be
entitled for the transit pass costs, and any unused credit could be carried over
until exhaust ed.
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This bill would also allow a credit to an enpl oyee of either 40% or 20% of the
cost paid or incurred for subsidized public transit passes, as defined under the
enpl oyer credit, depending on the nunber of days the enpl oyee uses mass transit
in San Diego County (80 days to qualify for the 40%credit or 40 days to qualify
for the 20% credit). Any unused credit could be carried over until exhausted.
Since this bill does not specify otherw se, the general rules in state inconme tax
| aw regardi ng the division of credits between taxpayers who share in the costs
woul d apply.

Pol i cy Consi deration

The bill limts the enployee credit to anmounts paid or incurred for a
subsidi zed public transit pass. However, no credit is available if an
enpl oyee purchases an unsubsi di zed public transit pass.

| npl ement ati on Consi derati ons

This bill provides authority under the Revenue and Taxation Code for the
Cty of San Diego to designate “redevel opnent areas,” but does not establish
any criteria in the Revenue and Taxati on Code or el sewhere for making the
desi gnati on.

This bill does not define what constitutes “increased traffic congestion,”
“empl oyed,” or a “high nunber” of individuals. The lack of definition could
| ead to di sputes between taxpayers and the department regarding the correct
interpretation of these terns.

The provision in this bill that would allow an enployee a different credit
anount based on the nunber of days the transit pass is used would be
difficult if not inpossible to adm nister. The enpl oyee-taxpayers woul d
have no way of verifying the actual nunber of days the pass was used. A
total lack of means of verification could pronpt taxpayers to claimthe 40%
credit regardl ess of how many days the transit pass was used.

The bill limts the enployee credit to an enployee as defined in the
enpl oyer credit. However, the enployer credit specifically excludes
government al enployers. It is unclear whether amounts paid or incurred by a

gover nment al enpl oyee for the purchase of a subsidized public transit pass
woul d be eligible for the enployee credit.

This bill would provide an unlimted carryover of excess credit anounts.
Credits with unlimted carryovers must be nmintained on tax forns and
systens even when the credit has expired. Since tax credits usually are
used within eight years, nost recently enacted credits contain l[imted
carryover provisions, generally eight or ten years.

Techni cal Consi der ati ons

The definition of “transit pass” would require the mass transit vehicle to
be “in” a redevel opnent area. Amendnents 2 and 3 would ensure the credit is
all owed for transit passes used to conmute to and from enploynent in a
redevel opnent area, rather than nmerely for riding mass transit through a
redevel opnent area.
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This bill contains two inconsistencies between the PITL and B&CTL. To
mai ntai n consi stency, the author may wi sh to change the PITL operative date
to January 1, 2001, as proposed in attached Anendnent 1

FI SCAL | MPACT

Depart nental Costs

If the bill is amended to resolve the inplenentation considerations
addressed in this analysis, the departnment’s costs are expected to be mnor.

Tax Revenue Esti mate

This bill is estimated to inpact revenue as shown in the foll ow ng table.

Esti mat ed Revenue | npact of AB 1754
As Anended April 10, 2000
Enact ment Assumed After June 30, 2000
In Whol e Dol |l ars
2001-02 2002- 03 2003- 04
- $200, 000 - $200, 000 - $200, 000

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Revenue Di scussi on

The revenue inpact of this provision will be determ ned by the nunber of
enpl oyers located in San Diego county that are providing subsidized transit
passes and the average anount of credit that can be applied against

avail able tax liabilities.

The above estimates are based on state tax return data for the previous
transit pass tax credit for the entire state. That previous credit was

all owed in graduated anounts; therefore, a conposite average credit anpunt
of 30% was used to estimate the credit under this bill. First, the previous
i npact was increased to reflect the 40%credit allowed in the bill,
resulting in approximately $2 mllion in tax credits. Second, according to
1990 Census Popul ation, California s total transit users was approximtely
685, 000, or 4.9% of the total working population. Third, according to the
San Di ego Metropolitan Transportati on Devel opnent Board, there are
approximately a total of 270,000 daily transit trips. This nunmber includes
round trips; therefore, it was assuned that there are approxi mately 135,000
i ndi vi dual passengers (270,000/2). According to the sanme source,

approxi mately 45% of all daily trips represent work commuters, or

approxi mately 60, 750 individuals (135,000 x 45% . Therefore, for this
analysis it was assuned that San Di ego County represents approxinmately 9% of
the total California transit users (60, 750/685,000 = 9%, generating tota
credits on the order of $200,000 annually ($2 mllion x 9%.

BOARD PCSI TI ON

Pendi ng.
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FRANCH SE TAX BOARD S
PROPCSED AMENDMVENTS TO SB 1754
As Anended April 10, 2000

AMENDMENT 1

On page 2, line 9, strikeout “2000” and insert:
2001
AVENDMENT 2
On page 3, line 15, before “in” insert:

to and froma place of enploynent |ocated

ANVENDIVENT
On page 4, line 36, before “in” insert:

to and froma place of enploynent |ocated



